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MEMORANDUM FOR : 
FROM: - 


1 SUBJECT: 


Acting Deputy Director for Administration 


James H. McDonald 
Director o£ Logistics 

Harry E. Fitzwatcr 
Director of Training 

Rental Survey - 


25 X 1 A 


25 X 1 A 


25 X 1 A 

25 X 1 A 


25 X 1 A 


Action Re quested : Paragraph 4 contains a set ot 
recommendations for your approval. 

2 . Background : 

a Office of Logistics , Real Estate anyonjtruction 
)jvision (OL/ RECD) c ompleted a rental 

implementcd^^ier its findings 

to resurveyMdid so i late of thc m survey 

to this Agency in February '• Utcrallv and the 

revealed that it follms'cd .Circalar^A^ 4 ^ ^ average ISO percent 
recommended rate schedul ' , affected components 

^r^^tiSati^ t L V^-csoive.me dilemma^^ 

SSSHSS r e s u 1 1 a n T B u r e alL o get Circular A- 4 S while matntatning 
reasonable rental rates at <. 


25 X 1 A 


25 X 1 A 


•l Part-of the problem stems from - ■ • - - . 

the laws and regulations governing tho establtshmen^o^ ^ 
rental program. On the one hand agener cs Jn th0 

set rental rates so low as . t m t «... an d Follows immediately 

recruitment or retention of employees an 


: h c ambiguity' oi 


to 


UNCLASSIFIED when 

separate from OL 7 3499a 

attachment 


ornir 
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SUBJECT: Rental Survey 


25X1A 


25X1A 


by stating that rates "reflecting reasonable value s'nould not 
operate as a barrier in recruitment or retention of 
employees . •. . The key is the term "reasonable value" 

which is a difficult standard to apply. Consequently, other 
Government agencies have made very liberal interpretations of 
the' Circular. The Department of Interior, whjch lias some 
13,000 rental units, recently completed a study. and found that 
its average basic rent (this excludes utility charges) was 561 
per month per unit. It has also been confirmed that Interior 
employees claim a deduction on their Federal tax return for 
reimbursements made to the Government for quarters (some IRS 
districts allow deduction of the total charge while others 
allow only a deduction for basic rent). Some bureaus within 
Interior actually provide their employees an annual statement 
of monies withheld for housing which the employee attaches to 
his tax return much as they do the W-2 form. You will recall 

, advised that such deductions 
the Government. However, in 
light of new information, this matter will be pursued further. 

c. It became apparent in recent (July) discussions 
with Interior and the Federal Aviation Administration (FAA) 
that these and other elements of the U.S. Government arc 
administering much larger programs than CIA; that they are 
doing so in a very liberal manner; and that OMB has posed no 
objections or made any attempt to enforce the strictures of its 
admittedly outdated Circular A-45. Another example concerns 
establishment of utility rates. A valid employee objection 
concerns payment of excessively high utility rates because the 
assigned quarters arc poorly insulated. To solve tiiis type of 
situation, Interior has adopted a system of charging the 
employee a flat $50 per month with the Government paying 90 per- 
cent of the balance (the employee being liable for the remainder). 

d. In light of the above, 0 L. and OTU have defermined-gv^ 

that the rates proposed in survey t '° ;U)t provide 

reasonable value to the cmp.1 oyee/ tenant, and further, that 
imposition of these rates would indeed act as a barriei to the 
recruitment and retention of the caliber oi" employee required to 
acco mplish the sensitive training m i ss Lon assigned to The 

j^^Jsurvey lias been retained to -provide a data base. From this 
base certain reductions have been made both in the basic rent 
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SUBJliCT : Rental Survey - 


i ti,n ,, 1 -ilitv rate These reductions average .->0 - 4 0. i> - ccr. 
and the utilit) iate. in . ns rct iuccd to compensate 

in both categories. Ihc aasic c-i - fullv documented 

for the deprivation of liberty ■ ' ‘ukchuent 5). 

S?i?ny i ?“tes°^vo P bSen n dSced based' on Tilureau of Standards 
studjdto 1 determine average heat loss/gMn ot tnej.ar ter,. U 
islhc intention of the responsib e condone ; s ; a^.u.e. 
become available, the quarteis "’ill be inaitj.cn current 
and a program to upgrade the insulation 
standards will be undertaken. 

c. ‘Attached hereto are the proposed rates and a 

posed regulation governing the .^ C] , C1C \ 

Based on discussions with othei Government agcnci 


w hie 


it is sufficient 


pro 

h a v e 
to 


25X1A 


Basea on luabunaxuno n . „ r 

deviated drastically from Circular A-45 Assistant 

submit our rate schedules and poiict^ als0 of coursCf 

Administrator for Logistics , 'W • ’ requested at the regularly 

submit them along with the otl ‘ ntat i vc at Department of 

scheduled 0MB Budget Review. ^ 1 neitlicr the expertise 

Interior has further a.nsed rt L 0 f' the circular. Intenor 

nor the time to undertake a Teaisi . ^v-naring 

has been requested, therefore, to take she leu,. in ,>■■■• . 


u revised circular and the Agcnc) , i 
participate in the preparatory stage 


f i t ’ s o ue s i 


ma v 


3. Staff Position : 

a. Both OL and OTR concur in the rcconmcntia ti o;is 
contained in paragraph 4 below. 

h Tn effect the recommendations have been coomL 
nated in a* concept ionai sense with several other c cnen ; 
the U.S. Government, specifically the Dep.u ui.cn i 

and the I : AA . 
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SUBJECT: Rental Survey 


25X1A 


4 , Rccommcndat ions : ' 

4 a. That you approve the proposed regulation. 

(Attachment 1) as Agency policy. 

b. That the RE CD rates contained in .At t acumen „ 
(Columns 5, 6 and 7) be approved. 

c. That imposition of the new rate b *: f c [f C c C • ^creases 

1 October 1977 and . t , hat ’ 1^ - month^' eriod^'ith no further 

increases’Vue un(il the February 1979 Consumer Price tnuex. 

d. That future year budgets 

SuH?rS!«S«i"«"“ tJ « n coll'«cd on the basis of actual 

utmt) ■- nrevailinc commercial late, 

consumption at the picvdinub 

tv, q t OMR be provided copies of t’nc nc.v iCnL < 
c. That OMb DP noli cv governing habitation ■ 

utility schedulc^as well as die poll > 

of quarters IHHH 

That in light Of the ten rol icf^urr cntly ^ 

hcductions° for 5 rcnts/util'i t ics reimbursed by Agency employees 
be vigorously pursued. -> 

25X1A 








Attachments < 

OviR - OL Official w/atts 
2 - A-DDA w/atts 
1 - OTR w/atts 
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MEMORANDUM FOR: Director of Logistics ' 


FROM: 


25X1A 



SUBJECT: Income Tax Deductions for Rental Payments for 

Government Quarters . . 

REFERENCE: ' Memo to C/O&MLD/OGC , fm D/OL , Subj: Income Tax 

Deductions for Government Quarters Rental Payments , 
dtd 19 Oct 77 


1, Via referent memorandum, you requested that this. Office provide a 

legal opinion on wh ether the rents paid to t he Government by Agency employees 
for quarters at the ma Y b e excluded from gross income. 

It is understood that " [a] 11 personnel assigned to are squired to 

reside on Base " OTR Instruction TRI 45-3, 13 September 1977. In addition, 

pursuant to that determination and 5 U.S.C. 5911(e), you deduct from each 
employee's gross salary the rental cost of his quarters. Also, we have been 
asked informally to provide the same guidance with respect to utility payments, 

2. The law applicable to your question is section 119 of the Internal 
Revenue Code of 1954, as amended, which provides, in pertinent part: 

There shall be excluded from gross income of an employee 
the value of any meals or lodging furnished to him by his 
employer for the convenience of the employer, but only if 

- * * * * 


(2) in the case of lodging, the employee is 
required to accept such lodging on the business premises 
of his employer as a condition of his employment. 


In determining whether meals or lodging are furnished for the 
convenience of the employer, the provisions of an employment 
contract or of a State statute fixing terms of employment shall 
not be determinative of whether the meals or lodging are in- 
tended as compensation. 

• . ■ OL X-oaZ? 
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The value of lodging furnished to an employee by the 
employer shall be excluded from the employee s gioss income 
if three tests are met: 

(1) The lodging is furnished on the business 

premises of the employer, 

(2) The lodging is furnished for the conven- 
ience of the employer, and 

(3) The employee is required to accept such 
lodging' as a condition of his employment. 

The' requirement of subparagraph (3) of this paragraph that 
the employee is required to accept such lodging as a condition 
of his employment means that he be required to accept the 
lodging in order to enable him properly to perform the duties 
of his employment. Lodging will be regarded as furnished 
to enable the employee properly to perform the duties of his 
employment when , for example, the lodging is furnished be- 
cause the employee is required to be available for duty at all 
times or because the employee could not perform the services 
. required of him unless he is furnished such lodging. If the 
tests described in subparagraphs (1), (2), and (3) of this 
paragraph are met, the exclusion shall apply irrespective of 
whether a charge is made, or whether, under an employment 
contract or statute fixing the terms of employment, such 
lodging is furnished as compensation. If the employe! 
furnished the employee lodging for which the employee is 
charged an unvarying amount irrespective of whether he \ 
accepts the lodging, the amount of the charge made by the 
employer for such lodging is not, as such, part of the compensa- 
tion includible in the gross income of the employee; whether 
the value of. the lodging is excludable from gross income under 
section 119 is determined by applying the other rules of this 

paragraph. If the tests described in subparagraphs (1), (2), 

and (3) of this paragraph arc not met, the employee shall include 
in gross income the value of the lodging regardless of whether it 
' exceeds or is less than the amount charged. In the absence of 
evidence to the contrary, the value of the- lodging may be deemed 
to be equal to the amount charged. 


3. Most of the cases interpreting section 119 deal with 
furnished to the employee free of charge. However, in Boyk 
260 F 2d 249, 254 (CA 8, 1958), it was stated: 


housing bein 
in v . Commis 
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believe Ud^n” impend by .««» "«» «. 

fully met, the value of the 
. excludable from gross income, regaicUess o 
lodging constitutes compensation. 

The Internal Revenue Service has acquiesced in this decision, Re e . 

59-307, 1959-2 CB 43: 

The Internal Revenue Service will follow the' decision 
of the United States Court of Appeals In . 

in tluelf quarters . 

■ furnished on «««. income under 

section 119 of the Internal Revenue i value of the 

. arrangement between the; * «» ■»* ' " '* =" compen - 

living quarters was considered a p t < if the^ P ^ ^ 

sation and was deducte '» ;h: , emp loyee was required, for 

' ^employer. to accept such living quarters 

• “ a _ mt 
■ employees will not be *® I reta i n ed by their employers for 

of their salary or wages V mises for their employer's 

. "let^r^trTth/employees'are required to accept such; 

lodging in order to perform their duties properly. a 

' it is our opinion that test one (the 

4. With end test three (the requirement that the . 

"business premises P 1 ronf iition" of his employment) are satisfied 

employee accept k? (convenience of the employer) is less 

. and legally defensible. Test ^° ' nn advc rse opinion on the excludability 

settled although not so much as t q ^ reasons must exist which can 

of these expenses. Rather, st g in our vic w , will probably 

be put forth to counter an IRS ch fc o£ housi „„ , v hich the Government 

result. Almost certainly, the m nSU m c i e nt reason. The regulation 

owns and needs to keep °^ P ° ‘ thc employee is required to be available 

W^rJr.^r P e,-Iorm £ services required of him unless 

he is furnished such lodging. 


c> 'W‘irT 

I - j 

\ 4 .* ~ U 1 , 


Approve^ 


*,J I*. 


* l nuc'-tion presented, the cxclucUiGiuiy 

• c- with reference to the seCon £* " ^ in 68 -2 CB 61, provides: 

5 - ' Approyecl [ f c <v c 4Reiea&&^OQil/(B7W : CrA-T?DP81-00261R000500070014-9 

: ' f " li,UyCXP ' , a s used hi section 11, of the Code . 

The term ’^ging, electricity, gas, water, and 
encompasses items such as^ . ^ employe r furmshed 

sewerage service. ■_ g [raVc the lodging habitable 

utilities that were necess y £orm the employees 

and deducted an appropna Us fur „ished to the 

. compensation , the value of is equal to the amount 

• employees by the employer (deemed ^ the 

charged by the employer in th ^ cmp , oyee5 . gross income, 

C ° nt ” ry as h2e be the C valte of the lodging itself is excludable 
where, a.s nere, 
under section 119* 

• 2 . 5> t 1A of this Office that rental payments made 

6. in conclusion, it is the opinion of^^ ^ m#y excluded from 

by Agency employees assigned to if purchased bn 

those employees 

u should be clearly understood by Agency B and u not dispositive 

involved that this OGC opinion is just th t P final arbiter and nothing 

of 'th^ question • In any tax quesb - " ^providing anyone an entitlement 

contained in this opinion shall 

not otherwise available m aw. 


25X1A 



cc: D/OTR 
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NBS Data 


Based upon ho m e insulation data obtaine^^^e 

National Bureau f for A- 5 and A- 24 

appraisal, the electr , the heating rates have been 

h T C ed e 35» e ' Similar rates for the remainirig houses 
have C been^r educed 30% and 45% respecttvely . 


25X1A 
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